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When, however, it became clear that profits were something
more than mere wages of management the correspondence
between the factors of production and the four kinds of income
broke down, and the whole framework became much less
definite and satisfactory.

The subsistence theory of wages

Early essayists, before Adam Smith, writing of wages, had
indicated their adherence to a subsistence theory of wages,
without working it out in any great detail. Thomas Mun,
Charles Davenant, and John Locke all believed, for instance,
that taxes imposed upon food and other necessaries left the
labourer without the means to live and led inevitably to a rise
of wages. Adam Smith emphasized the influence of supply and
demand upon the actual market rate of wages. The demand
for labour depended upon the size of the fund destined for
the payment of wages, and this consisted of two parts: the
income of the employers in excess of what was necessary for
themselves and their families, and the capital of the employers
in excess of the capital necessary to replace the materials upon
which they themselves worked in their industry. The first
they would use to employ domestic servants, and the second to
employ labour to work beside them in the industry. The de-
mand for labour would therefore increase as the income and
wealth of the employers increased, that is, as the national
income and wealth increased.

The demand for those who live by wages, therefore, necessarily
increases with the increase of the revenue and stock of every country,
and cannot possibly increase without it. The increase of revenue
and stock is the increase of national wealth. ... It is not the actual
greatness of national wealth, but its continual increase, which
occasions a rise in the wages of labour. It is not, accordingly, in the
richest countries, but in the most thriving, or in those which are
growing rich the fastest, that the wages of labour are highest.

He went on to consider the causes of differences of wages in
different occupations. These differences were due to the agree-
ableness or otherwise of the occupation, the cheapness or costli-